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L.ditortal Comment 


S the Calendar year draws to a close, controllers 
may look back with a sense of satisfaction on a 
period of exceptional accomplishment. From every 
side during the past twelve months, has been heard 
the comment—and usually from an outside source— 
that at no time in the business history of this coun- 
try have greater responsibilities been placed on the 
controller and that at no time have greater oppor- 
tunities for service to his company been presented 
to the controller. 

The vast changes in business procedures and prac- 
tices brought about by new legislation of an eco- 
nomic and financial character with the accompany- 
ing responsibilities in avoiding pitfalls, have placed 
on the controller an exceptionally heavy burden. 

Managing heads, relying to a greater extent than 
ever on the soundness of judgment and correctness 
of procedure of their controllers, have not been slow 
to realize this increased responsibility placed on the 
controller and as a result controllership, and the 
stature of the controller have grown measurably in 
importance. 

Controllers as a whole have shouldered their re- 
sponsibilities without complaint and have carried 
out their part of the program of business reconstruc- 
tion in a manner which reflects credit upon them. 

The coming twelve months will, without doubt, 
present even greater problems and opportunities. 


Judging from past performances it may be predicted 
that controllers will again write a record of accom- 
plishment, of improved technique, of careful conser- 
vation of the billions of dollars of assets entrusted 
to their care. The country is controllership conscious. 
Every expenditure must be justified, must be care- 
fully weighed, must be controlled. Every budget 
must be based on a sound knowledge of econom- 
ics. Every new legal term or regulation must be 
studied as to its application to a particular business. 
Every act of a corporation must be weighed in the 
light of its effect on its accounts and the preserva- 
tion of its assets. Capable controllers who can han- 
dle satisfactorily these burdensome problems will be 
in greater demand than ever and will be chosen most 
carefully. Another year of marked progress may be 
confidently expected. Hail 1935! 


¥ is with considerable satisfaction that this maga- 

zine presents in this issue, an authoritative article 
on the effects of the abolition of the consolidated 
tax return. It is timely and valuable. This is a sub- 
ject which confronts many corporations and corpo- 
rate groups and it is believed that the discussion of 
it by Mr. Francis X. Butler published in this issue 
will be useful in meeting the Government's require- 
ments. 





PAGE 

Buitorial AGOmMMeCGL «6 scm clsicie sg hidaeneeaeeseaeies 186 
What Abolition of Consolidated Tax Return Means 

EAD ER SND EPMO IP ATEID INS chaos 0. c6a 575i 5 oie sio  oaeusios Tae 187 
Controller the Clearing House for Professional Serv- 

OS Ae nee een ee eye ene 192 


Contents for December, 1934 


PAGE 
Attitude of Treasury with Respect to T.D. 4422..... 195 
Midexuot Ons ArUCles. fn 5.0 eee Oe 196 
Institute Activities—Communications............... 199 





$4.00 a year. Single copies, 50 cents each. 
not necessarily those of the Controllers Institute of America. 


VotumeE II, No. 13 





THB CoNTROLLER. Published monthly at One East Forty-second Street, New York City, by The Controllers Institute of America. Subscription, 
Advertising rate card upon application. 
for publication, but will not be responsible for loss in transit or otherwise. The views expressed in the various articles are those of the Authors, 
ARTHUR R. TucKER, Editor. 


Copyright, 1934 Printed in U.S.A. 


The editor will be pleased to review manuscripts submitted 


December, 1934 

















What Abolition of Consolidated Tax 


Return Means to Corporations 


Three Courses of Procedure Are Open—Detailed Descrip- 
tion of Each Course—New Law Not an Unmitigated Evil as 
it Removes Some Uncertainties from Tax Picture—Reor- 
ganization Program Outlined—Paper by Francis X. BUTLER. 


BOLITION, in the Revenue Act 
of 1934, of the consolidated tax 
return has presented to controllers 
many new problems. The CONTROL- 
LERS INSTITUTE OF AMERICA, through 
one of its branches, the NEw YORK 
CONTROL, secured a statement from 
an acknowledged authority which was 
presented at a meeting of the NEw 
YorRK CONTROL held November 22. 
The paper, by FRANCIS X. BUTLER 
of the Public Relations Department of 
the Commerce Clearing House, is pre- 
sented here with the thought that it 
will be most timely and of excep- 
tional value to controllers throughout 
the United States. 
—THE Epiror. 


The question of consolidated re- 
turns has been from time to time a 
subject of controversy in Congress 
since the enactment of the Revenue 
Act of 1918. Before taking up the ef- 
fect of the abolition of the provision 
permitting consolidated returns, it may 
be interesting to review briefly the leg- 
islative history to see whether the situ- 
ation holds out any promise of relief 
in the immediate future. If it does 
not, then many of the consolidated 
groups of corporations throughout the 
country must realize that they will 
have to make a permanent change in 
their corporate structures. 

Prior to the 1918 Act consolidated 
returns had been allowed under regu- 
lations of the Treasury Department. 
When the 1918 Revenue Bill was 
passed by the House of Representa- 
tives it prohibited the filing of con- 
solidated returns. However, the bill 
as passed by the Senate contained a 


provision allowing the filing of such 
returns, and that provision was fe- 
tained in the bill on its final enact- 
ment. " 

The 1918 Revenue Act, for the pur- 
pose of consolidated returns, deemed 
corporations to be affiliated (1) if one 
corporation owned directly or indi- 
rectly or controlled through closely 
affiliated interests by a nominee or 
nominees substantially all the stock 
of the other or others; or (2) if sub- 
stantially all the stock of two or more 
corporations was owned or controlled 
by the same interests. This definition 
of an affiliated group was continued 
in the 1921 Act. 


Definition of Affiliated Groups 
Narrowed 

The 1924 Act narrowed the defini- 
tion and thereby lessened the number 
of companies that might classify as an 
affiliated group by providing that such 
corporations would be deemed to be 
an affiliate only (1) if one corporation 
owned at least 95 per cent. of the vot- 
ing stock of the other; or (2) if at 
least 95 per cent. of the voting stock 
of two or more corporations was 
owned by the same interests. 

That definition continued until the 
1932 Act, when the definition was 
again narrowed by limiting the affilia- 
tion to only those cases in which (1) 
at least 95 per cent. of the stock of 
each of the corporations (except the 
parent corporation) was owned di- 
rectly by one or more of the other cor- 
porations; or (2) the common parent 
corporation owned directly at least 
95 per cent. of the stock of at least one 
of the other corporations. 


Closely related to the consolidated 
return provision was the net loss pro- 
vision which permitted the carrying 
over of a net loss and applying it 
against the gains of two successive 
years. It was first incorporated in the 
Revenue Act of 1918. 

That provision continued unchanged 
until 1932 when the Revenue Act of 
that year reduced the carrying-over 
from two years to one year. In June, 
1933, the National Industrial Recovery 
Act repealed the net loss and carry- 
over provisions entirely and made 
such repeal effective as of January 1, 
1955. 

Getting back to the consolidated 
returns provision, we find that another 
attack was made on it in 1928 when 
the House of Representatives in the 
Revenue Bill of that year withdrew the 
consent to the filing of consolidated 
returns, but the provision was again 
restored by the Senate and was in- 
corporated in the 1928 Act as finally 
passed. 

The provision as thus retained 
continued in effect until the 1932 Act 
when Congress imposed a penalty on 
the filing of consolidated returns by 
providing that there should be added 
an additional three fourths of 1 per 
cent. to the regular corporation tax 
of 1334 per cent. 

That situation continued until the 
enactment of the National Industrial 
Recovery Act in June, 1933, when the 
additional tax for 1934 and 1935 was 
increased to a full 1 per cent. It 
will thus be seen that although the 
provision for the filing of consolidated 
returns survived the attack made on 
it through the years, the net result of 
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all the opposition was to limit the 
number of corporations to which it 
might be applicable by narrowing the 
definition of affiliated groups, and by 
penalizing those corporations which 
exercised the privilege. 


Committee’s Comment on Practice 


This was the situation in the sum- 
mer of 1933 after the passage of the 
National Industrial Recovery Act. In 
the latter part of that year a Subcom- 
mittee of the Committee on Ways and 
Means of the House of Representa- 
tives made a study of Federal taxes 
generally and submitted a preliminary 
report in which they said: 


“It cannot be denied that the privilege 
of filing consolidated returns is of sub- 
stantial benefit to the large groups of 
corporations in existence in this coun- 
try.” 


and further: 


“In the past when any corporation 
could carry forward a net loss from one 
year to another a consolidated group did 
not have much greater advantage over 
the separate corporation. Now that this 
net loss carry-over has been denied, the 
advantage of the consolidated return is 
much greater on a comparative basis.” 


The Subcommittee estimated that 
the elimination of consolidated re- 
turns would show an annual increase 
in the revenue of about $20,000,000, 
and to gather in that sum they recom- 
mended that the privilege of filing 
such returns be denied. 

The views of the Subcommittee, 
however, did not meet with the ap- 
proval of the Treasury Department. 
Mr. Morganthau, who was then As- 
sistant Secretary of the Treasury, ap- 
peared before the Ways and Means 
Committee and made this common- 
sense observation: 


“Business men and their professional 
advisers, the lawyers and accountants, 
have long recognized that the one way to 
secure a correct statement of income 
from affiliated corporations is to require 
a consolidated return, including therein 
the income and deductions of the parent 
and every subsidiary, with all intercom- 
pany transactions eliminated. Such a 
consolidated statement is simply a recog- 
nition of the actual fact that the sepa- 
rate corporations, though technically dis- 
tinct legal entities, are, for all practical 
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business purposes, branches or depart- 
ments of one enterprise.” 


And further: 


“The Department believes that the aboli- 
tion of consolidated returns might well be 
a backward step, which would result in 
little, if any, additional revenue. On the 
other hand, there are considerable savings 
to the Treasury, as well as to taxpayers, in 
the present arrangement. The administra- 
tion of the law is simpler since it conforms 
to established business practice.”’ 


As a result of the opposition of the 
Treasury Department, the Ways and 
Means Committee, when reporting 
the 1934 Revenue Bill to the House, 
retained the provision for consolidated 
returns but increased the penalty for 
filing such returns from 1 per cent. 
to 2 per cent. over the normal corpora- 
tion tax, and in their report accom- 
panying the bill stated: 


“After careful consideration of the ques- 
tion the Committee decided that it would 
be undesirable to abolish the consolidated 
returns at this time.” 


The Bill as passed by the House con- 
tained the section as reported by the 
Committee. The Finance Committee of 
the Senate after considering the matter 
decided to retain the House provision 
and, accordingly, recommended the re- 
tention of that provision in the re- 
port which the Committee made to the 
Senate. Up to this time the provision 
encountered little opposition, but on 
April 12, on the floor of the Senate, 
Senator Borah moved to strike out 
Section 141 in its entirety. That mo- 
tion precipitated a lively debate. 


Arguments Against Consolidated 
Return 

He based his opposition on the 
theory that consolidated returns gave 
an undue advantage to the large hold- 
ing companies and that it put the 
small corporation—the independents, 
as he termed them—under a handi- 
cap which, when added to the disad- 
vantage which the small corporations 
have in other respects, made it impossi- 
ble for the small corporation to con- 
tinue in business. The result, he con- 
tended, was that day by day and year 
by year the small individual corpora- 


tions were compelled to accept a 
merger—another word for extinc- 
tion. 

Senator Borah also pointed out that 
while only 6 per cent. of all the 
corporations of the country were in 
the consolidated group, more than 
one half of the business transacted by 
all the corporations of the country was 
done by the consolidated corporation, 
and that the percentage of profit nade 
by consolidated corporations upon their 
gross sales was between 2 and 214 
per cent. in excess of the gross profit 
made by separate corporations. 

Senator Couzens attacked the pro- 
vision and supported Senator Borah’s 
amendment to strike out and during 
the course of his remarks said: 


“The viciousness of this section of the 
bill as it now stands is that it permits the 
filing of consolidated returns for other than 
allied industries, and thereby promotes an 
unfair competitive condition. Let me give 
an example of the many cases which were 
discussed in the Finance Committee. One 
was the large tire companies. It can open 
up a branch in California or in Michigan 
or elsewhere, and may lose money from the 
operation of such branch, but it may make 
a profit on a branch in Ohio. It wipes out 
its profit in Ohio by charging up the losses 
in Michigan or California, while inde- 
pendent manufacturers or merchants or 
whatever the organization may be in those 
localities cannot wipe out their profit by 
charging off losses in some other commu- 
nity. To that extent there is a very great 
disadvantage in the systems of consolidated 
returns to the competitive business situa- 
tion.” 


Senator Norris also vigorously at- 
tacked the consolidated return provi- 
sion upon the ground that it was 
merely an aid to the holding companies 
and, in the course of his remarks said: 


“There may be some instances where a 
holding company is necessary. If there 
are, and if this amendment shall be agreed 
‘o, the conferees will be able to work out 
such a proposition. Ninety-five times out 
of one hundred the holding company is a 
parasite. It is organized for the express 
purpose of deceiving the public and for ob- 
taining something for nothing. The books 
are full of such instances.” 


The result of the debate was that 
Senator Borah’s amendment to strike 
out Section 141 in its entirety was 
carried by a vote of 40 to 37. 
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Thereafter the bill went to con- 
ference and Section 141 was inserted 
as it now stands whereby the privilege 
of filing consolidated returns is limited 
to railroad corporations. 

In the past the opposition to con- 
solidated returns has generally been 
centered in the House. In the past 
session the opposition centered in the 
Senate, the House receding from its 
position for the retention of the pro- 
vision. In the light of this situation it 
is hardly likely that any suggestion to 
restore the consolidated returns provi- 
sion will meet with a very cordial re- 
ception at the next session of Con- 
gress. I think we may fairly assume, 
therefore, that there will be no con- 
solidated returns for some time to 
come. 

Retroactive Provisions 

This brings us back to a considera- 
tion of the effect of the abolition of 
consolidated returns on corporations 
generally, excluding, of course, rail- 
road corporations. While the 1934 
Act applies only to taxable years be- 
ginning after December 31, 1933— 
that is, to the calendar year 1934—or 
to a fiscal year beginning in 1934, the 
law is retroactive in that it applies to 
all transactions occurring in 1934 in 
the case of corporations on a calendar 
year basis. This retroactive application 
of the law has a vital bearing on in- 
tercompany transactions. Such transac- 
tions were not recognized for gain or 
loss under the 1932 Act. It is possible 
that affiliated corporations may have 
dealt with each other in the early part 
of this year, before the passage of the 
1934 Act, and that such transactions 
were entered into on the supposition 
that they would be governed by the 
1932 Act, as indeed they were at the 
time of the transactions. 

For example: A corporation on a 
calendar year basis may have con- 
cluded a transaction in January, 1934, 
with an affiliate which resulted in 
profit to the parent corporation. Under 
the law as it stood in January, 1934, 
—that is the 1932 law—no gain was 
recognized on the intercompany trans- 
action. Now, after the passage of the 
1934 Act on May 10, such intercom- 
pany transaction is subject to the pro- 
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visions of the 1934 Act, and if it re- 
sulted in gain the corporation now 
finds itself subject to tax on the trans- 
action. Had the corporation known in 
January, 1934, that the transaction 
would be subject to the 1934 Act, the 
transaction might not have taken place, 
or it might have been arranged on 
some other basis so as to minimize the 
tax. 

On the other hand, if such inter- 
company transaction resulted in a loss, 
the corporation now finds itself the 
unexpected beneficiary of a deduction 
not allowable under the law as it ex- 
isted at the time of the transaction. 

However, all corporations on a 
calendar year basis and all corporations 
having a fiscal year beginning in 1934 
will be subject to the provisions of the 
new Act, which withdraws the privi- 
lege of filing consolidated returns. The 
result of this is that all corporations 
will now have to file separate income 
tax returns. In the case of consolidated 
groups where some of the subsidiaries 
were sustaining net losses which were 
used to offset the net income of the 
profitable members of the group, such 
losses will not now be available to 
reduce income. 

It, therefore, behooves all affiliated 
groups to take stock of the real income 
status of each member of the group. A 
comparison of the net income shown 
by last year’s returns will not necessar- 
ily be sufficient to determine the real 
status. In the past to corporations re- 
porting on a consolidated basis it 
made little difference whether the ex- 
penses of the subsidiaries were paid in 
whole or in part by the parent corpora- 
tion. Likewise, when contracts were 
entered into between the parent and 
the subsidiaries they were not made at 
arm’s length, and it was immaterial 
whether the contracts gave an undue 
advantage to the parent or to the sub- 
sidiaries, thus artificially increasing the 
normal profits of the one and decreas- 
ing the normal profits of the other. 


Must Determine True Net Income 

The first thing, therefore, is to re- 
view these items of intercompany ex- 
pense and also to review the intercom- 
pany contracts to see whether the net 
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income or the net loss shown by the 
parent and subsidiaries, respectively, is 
the true net income and the true net 
loss. By true net income I mean such 
income as would be recognized if the 
members of the group were not af- 
filiated and were dealing with each 
other at arm’s length. 

Having thus ascertained what the 
real income or the real net loss of 
each member of the group would be, 
under the conditions of normal deal- 
ing, the group would be in a position 
to determine whether or not any re- 
organization or corporate readjust- 
ment was necessary, having in mind 
that the net losses of the unprofitable 
members cannot in the future be ap- 
plied against the net income of the 
profitable members. 


What Rearrangement May Involve 

A rearrangement of the corporate 
group structure will involve either (1) 
a liquidation of one or more subsidia- 
ries, (2) a consolidation of unprofit- 
able subsidiaries with some of the 
profitable ones, or (3) a reorganiza- 
tion of the entire group. 


Liquidation 

The question of liquidation presents 
a problem. In the case of corpora- 
tions having a fiscal year ending on 
November 30, 1934—that is, on the 
last day of this month—liquidation 
may still be carried on under the 1932 
Act. If such liquidation becomes neces- 
sary and would result in a gain, it 
should be carried out before the end 
of the current month so that it will 
classify as a nontaxable intercompany 
transaction under the 1932 Act. On the 
other hand, if it will result in a Ioss, 
the liquidation should be postponed 
until after the close of the fiscal year 
so as to come under the 1934 Act. 
Under this Act gains or losses on a 
liquidation are treated as sales of cap- 
ital assets, and if a gain results it is 
recognized in full for the purpose of 
taxation, but if a loss results it is 
recognized only to the extent of 
$2,000 in excess of any capital gains. 

In determining whether or not a 
gain or loss will result from liquida- 
tion, it must be borne in mind that 
advances by a parent to a subsidiary 
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are treated as additional investments 
of the parent in the stock of the sub- 
sidiary. Also, allowance must be made 
for the losses, if any of the subsidiary 
which were availed to by members of 
the affiliated group in reduction of 
their net incomes for prior years for 
which consolidated returns were filed. 

For illustration: If the parent in- 
vests $500,000 in the stock of a sub- 
sidiary and later on made advances 
aggregating another $500,000 its total 
investment in the stock would be 
$1,000,000. If the subsidiary sustained 
losses during the consolidated return 
period of say $500,000, which the 
parent company used to offset its own 
income, and if on liquidation the fair 
market value of the assets of the sub- 
sidiary distributed to the parent com- 
pany amounted to $200,000, there 
would be a net loss on the liquidation 
of $300,000. However, under Sec- 
tion 117 (d) of the 1934 Act, this 
loss could be availed of only to the 
extent of capital gains, plus $2,000; 
or, if the parent had no net capital 
gains the $300,000 loss would be 
recognized only to the extent of 
$2,000. 

I have been advised by the repre- 
sentative of a large consolidated group 
that the Bureau of Internal Revenue, 
in determining the “their market 
value” of the assets distributed to a 
parent company on the liquidation of 
a subsidiary, has given effect to the 
“going concern value’ of the sub- 
sidiary and did not restrict the valua- 
tion to the appraisal value of the 
tangibles distributed. 

If the liquidation would result in a 
gain to the parent corporation and the 
parent had no net capital losses which 
might offset such gain, then the liqui- 
dation method should be avoided and 
recourse should be had to the re- 
organization method. 


When Reorganization Is Tax-Free 

Such reorganization, in order to be 
tax-free, would have to be had in ac- 
cordance with Section 112 of the 1934 
Act. 

Subdivision (g) of that section in- 
cludes in the definition of a reorgan- 
ization a statutory merger. In the case 
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of most consolidated groups the sub- 
sidiaries are organized under the laws 
of various states. Under the laws of 
most states a statutory merger of a 
domestic with a foreign corporation is 
not permitted. In such cases, therefore, 
the statutory merger method of re- 
organization must be disregarded. 
Even where a statutory merger is per- 
mitted, may be a debatable question 
whether the statutory merger of a 
wholly owned subsidiary with its par- 
ent corporation would be a tax-free 
reorganization, although under Section 
112 (g) it is, nevertheless, defined as 
a reorganization. For illustration: As- 
sume that the parent company is a New 
York corporation and that among its 
various wholly owned subsidiaries is 
another New York corporation. The 
law of New York would permit the 
merger of the New York subsidiary 
with the New York parent corpora- 
tion. In that respect it would clearly 
classify as a reorganization under Sec- 
tion 112 (g). A number of able tax 
lawyers have expressed the opinion that 
such a merger would not be a tax-free 
reorganization and might result either 
in gain or loss to the parent corpora- 
tion. Their argument is that as the 
subsidiary would be merely absorbed 
by the parent corporation there would 
not be present any of the factors or 
conditions described in Section 112 
(b), namely, there would be no stock 
issued by the parent corporation; con- 
sequently, there would be no exchange 
of stock for stock by parties to a re- 
organization as contemplated by 112 
(b) (3) ; there would be no exchange 
of property for stock in a corporation, 
a party to a reorganization as contem- 
plated by 112 (b) (4); and there 
would be no transfer of assets to a 
controlled corporation as contemplated 
by 112 (b) (5), consequently it is 
argued there would be merely a liqui- 
dation of the merged subsidiary. 

In opposition to this argument it is 
contended that it was the manifest 
intention of Congress to make tax-free 
all statutory mergers as well as those 
other reorganizations defined by Sec- 
tion 112 (g), such as a mere change 
of identity which does not involve any 
of the 112 (b) provisions. 


In view of this diversity of opinion 
on the subject, careful practitioners 
have deemed it advisable, where a 
gain to the parent was indicated, to 
avoid the statutory merger method of 
reorganization, at least until there is a 
judicial ruling on the subject. 


Consolidation 

The remaining method of reorgan- 
ization or corporate readjustment of 
the group would be by some form of 
consolidation which generally pre- 
supposes the organization of a new 
corporation or the acquisition by one 
corporation solely in exchange for its 
voting stock of at least 80 per cent. of 
the voting stock and at least 80 per 
cent. of all other classes of stock of 
another corporation, or substantially 
all of the properties of another cor- 
poration. Perhaps the most common 
method is the transfer by one or more 
corporations of all their assets to a 
new corporation in exchange for stock 
of the new corporation to be issued to 
the transferor corporation so that such 
transferor corporation would immedi- 
ately thereafter be in control of the 
new corporation. 

This latter method of reorganization 
was recently adopted by a New York 
corporation which carried on a nation- 
wide business through 30 wholly 
owned subsidiaries operating under the 
laws of 40 states. It was partly an 
operating company but the great bulk 
of its income was derived through div- 
idends from the profitable subsidia- 
ries. Ten of the subsidiaries were los- 
ing money, their losses being used to 
reduce the net income of the others 
on the consolidated return. 

The parent company had been in 
business for 75 years, it had a large 
number of stockholders, and its stock 
was listed on the New York Stock Ex- 
change. Under the circumstances it did 
not care to disturb its own corporate 
situation by having a new corporation 
come into the picture in its place. It 
could not merge its subsidiaries but 
it was necessary to bring all the sub- 
sidiaries together into a single operat- 
ing unit. It was therefore decided to 
have all the business of the group 
transacted by a single corporation to 
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be organized under the laws of Dela- 
ware. The parent corporation then 
transferred to the new Delaware cor- 
poration all of the parent’s operating 
assets—that is, all its assets except 
the stock in the subsidiaries—in ex- 
change for a part of the authorized 
stock of the Delaware corporation. 
This put the New York corporation in 
control of the Delaware corporation 
and made that transfer tax-free under 
Section 112 (b) (5). Then each sub- 
sidiary in turn transferred all its assets 
to the Delaware corporation in ex- 
change for a part of the remaining 
authorized but unissued stock of the 
latter and the subsidiary immediately 
transferred the newly acquired stock 
in the Delaware corporation to the par- 
ent corporation in exchange for the 
stock of such subsidiary held by the 
parent corporation, so that at the con- 
clusion the Delaware corporation 
owned all the operating assets which 
were theretofore owned by the con- 
solidated group and the present par- 
ent company owned all of the stock of 
the Delaware corporation, and the 
subsidiaries were then dissolved. The 
new Delaware corporation qualified to 
do business in the 40 states in which 
the business of the group had thereto- 
fore been carried on. 


Results of This Arrangement 


The result of this rearrangement is 
that the new Delaware corporation is 
now the sole operating company and 
in computing net income for the uni- 
fied group will be able to offset the 
gains of the profitable branches by the 
losses of the unprofitable branches, 
which, of course, would have been im- 
possible under the 1934 Revenue Act 
if the group had continued to carry 
on business as theretofore and filed 
separate income tax returns as it would 
now be required to do. 

FiscAL YEARS ENDING AUGUST 31, 
1934: In connection with corporations 
having a fiscal year ending between 
August 31, 1934 and November 30, 
1934, attention should be called to 
I. T. 2823, recently promulgated by 
the Commissioner of Internal Revenue. 

Treasury Decision 4448 amended 
Article 30 of Regulations 78 to give 
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effect to the increase in the additional 
tax on consolidated returns imposed by 
the National Industrial Recovery Act. 

I. T. 2823 ruled that in view of 
such amendment affiliated groups 
which have filed consolidated returns 
for the year ending August 31, 1933, 
would have the option to file either a 
consolidated return or separate returns 
for the fiscal year ended August 31, 
1934. The same election is apparently 
available to those corporations simi- 
larly situated which have fiscal years 
ending September 30, October 31 and 
November 30, 1934. 


Excess Profits Tax 


So far as excess profits tax returns 
are concerned, the Regulations under 
the National Industrial Recovery Act 
provided that affiliated corporations 
which exercised the privilege of filing 
a consolidated income tax return 
should make a consolidated excess 
profits tax return. There is no provi- 
sion in the 1934 Act which authorizes 
the making of consolidated excess 
profits tax returns, so that in that re- 
spect corporations are not prejudiced 
by the abolition of consolidated in- 
come tax returns. 


Some Advantages Which Accrue 

In many cases the abolition of the 
consolidated return privilege may not 
prove to be an unmitigated evil. In 
cases where it will force mergers or 
consolidations among affliated groups, 
the following will result: 

(1) Corporations will not be con- 
cerned with the allocation of expenses 
among affiliated companies. In the 
future the Government will un- 
doubtedly scrutinize all transactions 
among affiliated companies, and as we 
know from experience, a company’s 
views or methods in the allocation of 
executive overhead expense may not 
coincide with Government's theories. 
This uncertainty will not only be con- 
fusing to the corporations, but may re- 
sult in a greatly increased tax liability. 

(2) Corporations will not be con- 
cerned with prices which they will 
charge each other for stock in trade, 
supplies, capital assets, and the like. 
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Where, as in most cases, one corpora- 
tion is the central source of supply, 
the Government may take issue as to 
the prices charged for these goods. If 
the Government feels that the prices 
are too high, then it will contend that 
the supplying corporation is absorb- 
ing the profits at the expense of the 
purchasing corporation. If, on the 
other hand, the Government feels that 
the prices are too low, it will contend 
that the supplying corporation is shift- 
ing profits to the purchasing corpora- 
tions. This also will lead to much 
uncertainty, and will keep most cor- 
porations in the dark as to their true 
tax liability. 

(3) Many of the former objections 
to having only one company, which 
would be qualified as a foreign cor- 
poration in the states, no longer exists. 
Most states today do not discriminate 
between domestic and foreign corpora- 
tions. Foreign corporations today are 
taxed only on the assets actually em- 
ployed within the state and on income 
actually earned within the state. No 
longer are foreign corporations being 
taxed by any foreign state on all their 
assets or their entire income. 

(4) Corporations without subsidi- 
aries will no longer be concerned with 
the possibility of future legislation 
which would tax dividends from one 
corporation to another, even though 
those corporations are affiliated. Such 
a provision was barely defeated by a 
vote of 38-34 during the last session 
of Congress. 

In conclusion let me remind you 
that if any corporate reorganization is 
contemplated it should be carried out 
pursuant to a carefully prepared plan 
of reorganization which should be 
formally adopted by all of the cor- 
porations involved. It should also be 
remembered that Section 112 is an 
exemption provision, designed prima- 
rily to suspend and postpone any tax 
which ordinarily would be imposed 
upon a gain resulting from a reorgan- 
ization. As Section 112 is an exemp- 
tion provision its provisions are 
strictly construed against the taxpayer; 
consequently, every relevant require- 
ment of the section should be carefully 
observed. 








Controller the Clearing House for 
Professional Services 


He Coordinates Work Done By Lawyers, Engineers, Appraisers, 
and Public Accountants—Close Cooperation Secures Best Re- 
sults for Corporation—Definition of Scope of Public Account- 
ants’ Services, by Controllers, Proposed by DANIEL A. BEATON. 


PROPOSAL that Controllers un- 

dertake to prepare for their own 
use a definition of various forms of 
services performed by public account- 
ants was made by MR. DANIEL A. 
BEATON, a member of THE CONTROL- 
LERS INSTITUTE OF AMERICA in 4 
paper which follows. The paper was 
presented at the third annual meeting 
of THE INsTITUTE held in September, 
1934. 

Mr. Beaton calls attention to the 
fact that the controller, in his role of 
coordinator, is the clearing house 
through which ‘professional services 
performed for a corporation should 
pass—tlegal, engineering, appraisal, 
and public accounting services. 

This paper is a valuable contribu- 
tion to the literature bearing on the 
controller, his status, and his duties. 

—THE EpITor. 


In recent years, particularly through 
the activities of the Controllers In- 
stitute of America, the work of the 
controller has been more widely rec- 
ognized as akin to the practice of the 
so-called learned professions. It is ap- 
propriate, therefore, to group his work 
with that of the legal counsel, the 
public accountant or auditor and other 
professional advisers. 

The boundaries of each type of 
professional service, their interrela- 
tions, their points of contact for co- 
operative endeavor, their parallel ac- 
tivities to a harmonious end should 
be carefully studied. Many corporate 
problems require a blending of effort 
on the part of the controller, the legal 
counsel, the public accountant or audi- 
tor and the engineer. Without the aid 
of every participant, each rendering 
a high standard of performance, with a 


full knowledge of all circumstances 
and the particular service rendered by 
the other contributors, such problems 
cannot be satisfactorily solved at a rea- 
sonable cost to the corporation. In- 
deed, instances of extraordinary and 
conceivably excessive costs, resulting, 
in some degree, from failure of in- 
telligent cooperation in such instances 
are more common than is generally 
recognized. 

If the controller is to acquit himself 
creditably of his responsibilities, he 
cannot remain in ignorance of the na- 
ture and scope of the various types of 
professional services available to his 
company. He should acquire a precise 
and thorough knowledge of all possi- 
ble benefits of such services, and learn 
how to obtain the best, results from 
their employment at a reasonable cost. 
A comprehensive knowledge and mu- 
tual understanding of responsibilities, 
internal and external, to the company, 
is essential to reasonable and necessary 
cooperation between the controller and 
those rendering professional services. 

The attorney-at-law retained by a 
corporation to look after its legal mat- 
ters will not render a satisfactory serv- 
ice if he is not thoroughly conversant 
with the approved internal methods ‘of 
handling the work of the corporation. 
The controller, therefore, should not 
overlook the importance of keeping 
him advised on all conditions within 
the company having a bearing on the 
practical results of the attorney’s work 
in behalf of the corporation. Likewise, 
the public accountant or auditor cannot 
perform a full measure of service and 
give maximum cooperation if he is 
not kept fully informed regarding 
methods of internal check and control. 


What has been said of the lawyer and 


public accountant or auditor appiies 
with equal truth to other professional 
agencies that may be called upon to 
render services. 


The Lawyer 

The controller is primarily an ac- 
counting executive. He does not 
usually have an academic training in 
law but from the very nature of his 
work it is safe to say that his qualifica- 
tions include a good working knowl- 
edge of corporation and business law. 
While he may be cognizant of all 
legal information essential to the in- 
telligent performance of his duties, he 
should not attempt to solve on his 
own account difficult legal problems, 
and when in doubt, such questions 
should be referred to legal counsel. 
Ability of the controller to recognize 
the legal aspects of situations, to dis- 
cuss legal questions intelligently and 
thus work effectively with counsel is 
an important factor in the. economical 
use of legal services. On the other 
hand, an attorney should have a rea- 
sonable working knowledge of ac- 
counting principles and procedures. 
He should not, however, attempt to 
perform difficult accounting tasks but 
should refer to the controller all in- 
terrelated accounting matters. 

Effective and economical prepara- 
tion of briefs and petitions in connec- 
tion with income tax cases requires 
the cooperative effort of the lawyer 
and controller. Also, the drafting of 
various corporate instruments calls for 
a similar blending of effort. Contracts 
relating to the purchase or sale of 
properties, materials and services, the 
compensation of officers and em- 
ployees, bonuses, profit-sharing, royal- 
ties, license fees and so forth which re- 














quire periodical accounting entries, 
should be referred to or worked out 
with the controller in order that the 
avoidance of unnecessary and compli- 
cated accounting may be provided for. 
Aside from the purely legal features of 
indentures of trust securing bond issues 
and other corporate obligations there 
are many important requirements and 
covenants relating to the practical 
operation and conduct of the business. 
Among these may be mentioned sink- 
ing fund requirements, insurance cov- 
erage, the maintenance of financial 
ratios and the nature and contents of 
various periodical reports to the trus- 
tees. In all of these matters the intelli- 
gent cooperation of attorney and con- 
troller may be profitably employed. 


The Appraiser 

In the services rendered by the ap- 
praisal company or the appraisal en- 
gineer there are many points of con- 
tact with the work of the controller. 
Also, this service is frequently as- 
sociated with that which is being per- 
formed, or is to be performed, by 
other professional agencies. Therefore, 
the comments heretofore made with 
reference to the benefits to be derived 
through cooperative efforts in connec- 
tion with legal matters may be applied 
with equal force to the work of the 
appraiser. 

When a corporation has kept a com- 
plete record of each item that makes 
up its property accounts, together with 
depreciation thereon and maintenance 
costs, it is a valuable aid in connec- 
tion with an appraisal of fixed assets 
and as such may be favorably reflected 
in the cost of appraisal service. If the 
possibility of having a plant appraisal 
made at some future date is the sole 
reason for keeping a complete record 
of each item of depreciable assets it 
is questionable whether it would be 
profitable to do so. However, other ad- 
vantages may be found in more effec- 
tive and economical insurance cover- 
age, in the satisfactory settlement of 
claims for partial fire damages, in 
establishing a more conclusive basis 
for the determination of manufactur- 
ing costs, in more effective control of 
maintenance and other operating ex- 
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penses and in supporting deprecia- 
tion deductions claimed for income 
tax purposes. If detailed information 
on property accounts is not a part of 
the records and a complete appraisal 
is made to meet some particular re- 
quirement it would be an appropriate 
time for careful consideration of the 
establishment and maintenance of such 
records. This may be of some interest 
at this time as many controllers are 
confronted with a very serious prob- 
lem in connection with the new re- 
quirements of the treasury department 
with respect to allowances for depre- 
ciation and obsolescence. 

In many instances, including those 
in which detailed property records have 
been kept, there may be great need 
for engineering service or advice in 
ascertaining the condition and remain- 
ing useful life of fixed assets as these 
features of depreciation are highly im- 
portant in the determination of rates 
which will be acceptable to the treas- 
ury department. 

There is the question of deciding 
whether an endeavor to retain the ad- 
vantage of rates used under the old 
rulings would result in greater ex- 
pense than the additional taxes that 
might be imposed through applica- 
tion of the new requirements. 

In examining this problem it is im- 
portant to have in mind that in any 
effort that is made to substantiate pres- 
ent rates its success depends largely 
on the development and preparation 
of indisputable evidence of their fair- 
ness. In this connection careful con- 
sideration should be given to the 
employment of competent appraisers 
or engineers to establish the value of 
individual items of depreciable assets 
and determine other important factors 
including their condition and remain- 
ing useful life. 


The Public Accountant 

Relations between the controller and 
the public accountant cover a wide 
range of accounting and business ac- 
tivities, the most important of which 
pertain to the preparation and verifica- 
tion of financial statements. In this 
phase of the subject may be found 
essential materials for profitable dis- 
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cussion of the subject as a whole and 
therefore these comments are largely 
in that direction. Here we have a blend- 
ing of the two processes of account- 
ancy; synthesis, such as is used in 
building up accounts; and auditing, 
the object of which is to analyze and 
verify the results submitted. On one 
hand there is the controller ard on 
the other, the public accountant. That 
is a practical situation in the prepara- 
tion and verification of financial state- 
ments. The relations involved have be- 
come increasingly important in recent 
years, due to the growth and modern 
methods of business corporations. 

In earlier years, when corporate or- 
ganizations were smaller and less com- 
plicated than they are today, the de- 
tailed or complete audit was more 
frequently employed by the public ac- 
countant. With business units becom- 
ing constantly larger and through more 
extensive and effective systems of ac- 
counting and internal control, audit 
procedure of the public accountant has 
been less detailed, with increased de- 
pendence on the controller for essential 
facts and information. Furthermore, 
the responsibilities of the public ac- 
countant in certifying to financial 
statements have generally become more 
evident to him in recent years, with 
increasing recognition of the limita- 
tions of the auditing function. One 
phase of this is reflected in the more 
general requirement by public account- 
ants that controllers certify to the 
valuation and other important features 
of the various items in the balance 
sheet. In some respects, however, this 
is not a new requirement as some of 
the larger public accounting firms have 
been requesting certificates from con- 
trollers for several years. The cer- 
tificate most frequently required from 
the controller has to do with inven- 
tories. Others cover contingent and 
other liabilities, accounts and notes 
receivable and reserves therefor, fixed 
assets and reserves for depreciation. 


Controller's Certificate Important 

The importance of such certificates 
in their bearing on the profit and loss 
statement, as well as the balance sheet, 
further emphasizes the joint responsi- 
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bility of controller and public account- 
ant in connection with audited fi- 
nancial statements. The respective 
responsibilities of the controller and 
public accountant in situations of this 
kind and adequate disclosure thereof 
would seem to require examination at 
this time. In this connection, attention 
is directed to the announcement made 
by the New York Stock Exchange in 
1932 that it was its intention to re- 
quire audited statements in connection 
with applications and reports filed with 
the Exchange. In considering the value 
of such statements the Exchange felt 
that it was essential that audits should 
be adequate in scope and that the re- 
sponsibility assumed by the auditor 
should be defined. The American 
Institute of Accountants and The Con- 
trollers Institute of America cooper- 
ated with the New York Stock Ex- 
change in this movement and a form 
of audit certificate was agreed upon. 
Briefly summarized, this certificate 
states in general terms including the 
scope of the examination made by the 
public accountants, a statement to the 
effect that information and explana- 
tions were obtained from officers and 
employees of the company. It also 
states that in their opinion, based upon 
such examination, the accompanying 
statements fairly present the company’s 
position and the results of its opera- 
tions. Undoubtedly, one of the pur- 
poses of a certificate of this type is to 
give to the public accountants the 
protection which is justly theirs. Never- 
theless, are those that rely on such 
certificates, in their consideration of 
the accompanying balance sheets and 
operating and income accounts, ade- 
quately informed as to the extent and 
application of the public accountants’ 
responsibility, and that of others ? This 
is a question which may be considered 
by controllers as well as public ac- 
countants. Regarding the audit cer- 
tificate itself, it may be contended that 
everybody knows that an auditor's 
certificate is merely the statement of 
his opinion that the figures are correct 
and that he cannot be expected to 
guarantee the accuracy of any single 
item or group of items. Furthermore, 
that the accounts are the accounts of 
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the corporation. These contentions 
would appear to be too general and do 
not answer the question. It may be 
said, also, that accounts must neces- 
sarily be largely expressions of judge- 
ment; that the primary responsibility 
for forming these judgements must 
rest on the management of the cor- 
poration, which means, in many cases, 
on the controller, and assuming that 
such judgements are sound, the re- 
sponsibility of the public accountant 
is in the determination of the substan- 
tial correctness of the accounts through 
the application of accepted methods of 
audit procedure. 


Types of Public Accounting Service 

If we look into the subject of audit 
procedure and the scope of audit serv- 
ices rendered by the public accountant, 
we find that broadly, there may be 
said to be two types, the complete or 
detailed audit and one which deviates 
to any extent from the complete audit. 
The scope of the audit performed in 
examination of the larger corpora- 
tions is of the latter type and is dif- 
ficult to define. As a matter of fact, 
the American Institute of Account- 


ants has considered proposals to clas-* 


sify and define the services of public 
accountants and its findings are defi- 
nitely opposed to the adoption of any 
classification of accounting services at 
the present time. The controller can ap- 
preciate the position of the American 
Institute of Accountants and recog- 
nizes the possible disadvantages from 
the point of view of the public account- 
ant. On the other hand, many con- 
trollers feel that there are substantial 
advantages to be found in specific defi- 
nitions of the scope of audit services. 
The subject is one of much im- 
portance in the field of relations be- 
tween controllers and public account- 
ants and insofar as it relates to the 
work of controllers generally, they may 
find it desirable to initiate a study of 
it on their own account. Possibly the 
Institute, through a subcommittee or 
otherwise, may be interested in doing 
so. 

While the American Institute of 
Accountants is not in favor of the pro- 
posal that it adopt a classification of 


accountancy services, some of the state 
societies of certified public accountants 
have published such classifications in 
tentative form. Also, the American 
Society of Certified Public Accountants 
(not affiliated with The American In- 
stitute of Accountants) has issued a 
classification which does not bear the 
“tentative” label although no claim is 
made for its perfection. Notwith- 
standing the fact that these classifica- 
tions are not in final form they appear 
to be the result of extensive considera- 
tion by committees of public account- 
ants and therefore should provide a 
basis for such study as the Controllers 
Institute may undertake. For example, 
the classification sponsored by the New 
York State Society of Certified Public 
Accountants is a step in the right di- 
rection. The society points out that it 
is an attempt to specify formally the 
services that may be rendered by the 
professional accountant. Reference is 
also made to its educational value, to 
the fact that it should tend to promote 
uniformity of thought and expression 
in the profession and result in clearer 
understandings between public ac- 
countants and their clients. Contro!- 
lers can subscribe to all of these pur- 
poses. Turning to the main body of 
the classification, we find that it is 
drawn in six sections, the first four 
of which deal with examinations of 
financial condition and the others 
refer to miscellaneous services such as 
systems, opinions, taxes and budgets. 
On the whole it appears to be an in- 
formative document, but descriptions 
of the various classes of services are 
very meager and leave much to be 
done if the purposes to which it is 
directed are to be adequately served. 


Advantages of External Audit 

In a discussion of relations between 
the controller and the public account- 
ant it is appropriate to say that the 
controller appreciates the values of the 
contacts afforded and the advantages 
of the external audit. Among other 
things, the audit furnishes a means of 
verification of the correctness of figures 
prepared under his direction. He 
knows, for instance, that to use the 
services of public accountants only 
for an annual balance sheet audit is to 
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secure the minimum of advantage 
from such service. An audit of the 
kind mentioned is not highly satisfac- 
tory. For controller or public account- 
ant, but in many instances, the extent 
of the public accountant’s engagement 
does not go beyond this. In other cases, 
a more desirable arrangement has been 
established which includes not only 
appropriate periodical audits, but a 
comprehensive consultation service re- 
specting accounting principles involved 
in certain situations as and when they 
occur and respecting the proper ac- 
counting procedure under the circum- 
stances. This course is to be com- 
mended as it is evident that the public 
accountant, serving many concerns with 
their various problems, is often able 
to approach the particular accounting 
question with a clearer vision than is 
possible for the controller whose 
closeness to the situation may be a 
disadvantage. 

Whatever the scope or particular 
basis of service previously rendered, 
it is safe to say that the controller may 
fairly consider the possible value and 
practical economies of greater utiliza- 
tion of the public accountant’s services, 
to the end that the controller may 
acquit himself more creditably of his 
responsibilities and that there may be 
a more perfect blending of the re- 
spective functions of controller and 
public accountant. 


ATTITUDE OF TREASURY 
WITH RESPECT TO T. D. 4422 


The following memorandum in expla- 
nation of the application of Treasury De- 
cision 4422, with respect to the method of 
computing depreciation allowance was is- 
sued (October 27, 1934) by Guy T. Hel- 
vering, Commissioner of Internal Revenue. 

Depreciation as it relates to Federal in- 
come taxes has during the current year be- 
come a matter of increasing importance, 
primarily because of the fact that in its 
consideration of revenue legislation Con- 
gress, during the last session considered 
reducing the allowable depreciation deduc- 
tions of all taxpayers by an arbitrary 
25 per cent. for the year 1934, 1935 and 
1936. This measure was not enacted, how- 
ever, largely due to assurances of the Treas- 
ury Department that approximately the 
same results in revenue could be obtained 
through administrative measures and with 
no discrimination against those taxpayers 


The Controller, December, 1934 


who have claimed only reasonable allow- 
ances for depreciation in their income tax 
returns. 

Following the assurances to Congress of 
careful administration of depreciation pro- 
visions of the Revenue Acts the Department 
issued Treasury Decision 4422 on February 
28, 1934 and later the Bureau of Internal 
Revenue issued IT: A & C Mimeograph 
Coll. No. 4170, R. A. 714, which sets forth 
in detail the information required in sup- 
port of depreciation deductions. The prin- 
cipal change in the established procedure 
is the requirement that full and complete 
information with respect to the past history 
of depreciable property accounts must now 
be furnished by those taxpayers whose in- 
come tax returns indicate that deductions 
from gross income on account of deprecia- 
tion have been in excess of reasonable 
amounts. 

The Department desires that the provi- 
sions of T. D. 4422 be administered with 
the least possible effort and expense on the 
part of taxpayers and with this end in 
mind, three classes of taxpayers will not 
be required to furnish additional informa- 
tion with respect to the depreciation de- 
ductions in those income tax returns now 
under consideration. The three classes ex- 
empted are: (1) those taxpayers whose 
returns show net losses after appropriate 
adjustments; (2) those taxpayers whose 
returns indicate clearly that only reasonable 
amounts of depreciation have been claimed 
and, (3) those taxpayers whose returns in- 
dicate that the depreciation deduction is a 
very minor factor. All agents of the Bureau 
of Internal Revenue have been instructed 
to examine carefully income tax returns and 
related files before requesting taxpayers to 
file the information called for under the 
provisions of T. D. 4422 in order to obviate 
unnecessary expense on the part of taxpayers 
whose returns fall within these three classes. 
It is obvious, therefore, that taxpayers are 
not required to take any action at this time 
in connection with the requirements of 
T. D. 442 unless specifically requested to 
do so by an agent of the Bureau of Internal 
Revenue. 

The primary object of any depreciation 
determination is to recover the cost of de- 
preciable property through reasonable an- 
nual charges over the useful life of the 
property. To accomplish this it is neces- 
sary, of course, to know the cost of the 
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assets and approximately how long they will 
remain in use. In view of the fact that the 
estimated lives of the property are usually 
based on experience and because of the fact 
that changing conditions often alter pre- 
vious estimates it is necessary periodically 
to make adjustments in the estimated lives. 
In order that this may be done in a rea- 
sonable manner the Bureau is requesting of 
many taxpayers schedules of depreciation 
which call for the cost or other basis of 
the property now in use together with an 
analysis of the depreciation reserve ac- 
count. Where this information is compiled 
it will then be possible to determine the 
allowable depreciation deductions under the 
provisions of T. D. 4422 and with the basis 
once established it will not ordinarily be 
necessary to make further changes for a 
considerable period of time. 

In compiling these schedules taxpayers 
should understand that no definite form 
is required by the Bureau, the rule being 
that any form of schedule that conforms to 
the method of accounting used and sets 
forth the information required is satisfac- 
tory. In view of the fact that the primary 
purpose of the depreciation schedule is to 
furnish a picture of the past history of the 
asset and reserve accounts obviously the 
form of schedule that will ‘best show this 
picture is the one to use. 

After the schedule has been prepared it 
then becomes necessary for the taxpayer to 
determine a reasonable basis for recovering 
the remaining cost of the assets over the 
remaining useful life. Where only one as- 
set is involved the problem is simple and 
is largely a matter of judgment but in 
large concerns with a multitude of de- 
preciable assets the problem becomes more 
complex. In such cases, however, accurate 
results can be obtained through the ap- 
plication of depreciation rates based on 
weighted average lives and it is not con- 
sidered necessary for taxpayers to go to the 
expense of breaking down the asset accounts 
into individual items or to establish plant 
ledgers or other costly methods of recording 
the property accounts in order to determine 
reasonable depreciation allowances under 
the provisions of T. D. 4422. 

If in any case a taxpayer is in doubt as 
to what may be required in this connec- 
tion the matter should be taken up with the 
local Revenue Agent in Charge or with the 
Washington office. 
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“Corporation Financial Statements” 
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“Current Tax Review” 
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““Depreciation—A Review of Legal & Ac- 
counting Problems” 
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“Depression and Recovery” 
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“Development of American Industries” 
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by Willard L. Atkins 


“Government Operated Enterprises in the 
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“World Economic Review—1933” 
by Department of Commerce 
U. S. Government 


“Budget for Furniture Manufacturing Con- 
cern Described in Detail” 
Article by—Henry C. Perry 
“Business Men Called on to Stop Drift into 
Communism or Fascism” 
Article by—Dr. Charles W. Gersten- 
berg 
Butler, Francis X. 
Paper—“What Abolition of Consoli- 
dated Tax Returns Means to 
Corporations” 


G. 


“Chief Accounting Officer, Representations 
Made to Rules and Regulations Section 
Concerning” 

“Code Work, Controllers Perform Valuable 
Service in Oil Industry” 

Article—Russell M. Riggins 

“Commendation and Welcome, Expressions of” 

by H. D. Anderson, D. H. Bender 
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Paper by—Francis X. Butler 
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Article by—Daniel A. Beaton 
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Article by—Russell M. Riggins 
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Set-Up of” 
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“Controller's Status, Richard Whitney’s Views 
of” 
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Article by—Daniel J. Hennessy 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


MEETINGS OF CONTROLS 


Two speakers were heard at a meeting 
of the New York Control held November 
22. Mr. Earl Harding, Advisory Member 
of The Committee for the Nation, spoke 
on “Money, Profits, and Communism’”’ ; and 
Mr. Francis X. Butler, of the Public Re- 
lations Department of the Commerce Clear- 
ing House, spoke on “Effects of Abolition 
of Consolidated Tax Return.” The meeting 
was largely attended and the members and 
visitors expressed themselves as having 
benefited to a large degree from the ad- 
dresses. Albert J. Lansing, Vice-President 
of the New York Control, presided. 


Arthur Andersen, Certified Public Ac- 
countant, addressed the Chicago Control, at 
a meeting held November 27, on “Duties 
of the Controller.” 


At a meeting of the Pittsburgh Control, 
held October 30, these subjects were dis- 
cussed: Tax on Surplus under Section 102 
of the Revenue Act of 1934, the Securities 
Exchange Act, Treasury Decision 4422, 
Capital Expenditures and Capital deduc- 
tions under the Revenue Act of 1934, and 
Local and State Taxation. 


A meeting of the Pittsburgh Control was 
held November 27. At this meeting, the 
paper presented by Francis X. Butler, of the 
Public Relations Department of the Com- 
merce Clearing House, entitled, ‘Effects of 
Abolition of Consolidated Tax Return,” 
which was presented before the New York 
Control on November 22, was read IN 
ABSENTIA, and the evening’s discussion was 
devoted to the points brought out by Mr. 
Butler. Meetings of the Pittsburgh Control 
are scheduled for the last Tuesday of each 
month hereafter, except July and August. 


The first formal meeting of the newly 
organized San Francisco Control was held 
November 8, at the Hotel Stewart, San 
Francisco, with twenty-four persons in at- 
tendance. Mr. E. F. C. Parker, Chairman 
of the Organization Committee, called the 
meeting to order and announced the result 
of the election of officers and directors, by 
mail. The list of officers and directors 
elected was published in the November 
issue of “THE CONTROLLER,” but in that 
number it was erroneously stated that Mr. 
J. E. Brokaw, of the Crown-Zellerbach Cor- 
poration was elected Secretary. Instead, 
Mr. Raymond Beeny, of the California 
Water Service Company, was elected Sec- 
retary. Mr. Parker then introduced Mr. 
Charles H. Brown, of the Schwabacher-Frey 
Company, the new President of the Control, 
who took the Presiding Officer’s chair. The 
officers and directors were introduced in- 
dividually, after which Mr. C. E. Schink 
introduced the speaker of the evening, Dr. 


J. Hugh Jackson, Dean of the Graduate 
School of Business, Stanford University. 
Dr. Jackson delivered a very interesting ad- 
dress on “Organization for and Responsi- 
bility of Controllership.” Dr. Jackson re- 
cently conducted an intensive investigation 
of controllership functions of the larger cor- 
porations of the United States and organi- 
zation charts obtained from serveral of these 
corporations during his investigation were 
used by Dr. Jackson in the course of his 
address. An animated discussion followed 
Dr. Jackson’s address. The next meeting 
of the San Francisco Control was announced 
to be held December 13. 


NEW MEMBERS ELECTED 


At a meeting of the Board of Directors of 
THE CONTROLLERS INSTITUTE OF AMERICA, 
held November 19, 1934, the following 
applicants were elected to active member- 
ship: 

WALTER C. BLUNK 
Golden State Company, Ltd., San Fran- 
cisco, California. 

J. F. Garvin 
Fibreboard Products, Inc., San Francisco, 
California. 

C. C. GIBSON 
The Paraffine Companies, Inc., San 
Francisco, California. 


Roy S. HOLDEN 
Public Service Company of Northern 
Illinois, Chicago, Illinois. 

WiLuiaM P. KELLy 
International 
Chicago, Illinois. 

JOHN G. LARSON 
California Packing Corporation, San 
Francisco, California. 

HENRY COLEMAN Moore, Jr. 

New England Gas & Electric Association, 
Cambridge, Massachusetts. 

EARL L. PANGBORN 
Commercial Solvents Corporation, New 
York City. 

FRANK A. Poor 
Hygrade Sylvania Corporation, Salem, 
Massachusetts. 

CLIFFORD E. SCHINK 
California and Hawaiian Sugar Refining 
Corporation, Ltd., San Francisco, Cali- 
fornia. 

CHARLES A. SMITH 
American Trust Company, 
cisco, California. 

W. C. TURNER 
The Curtis Publishing Company, Phila- 
delphia, Pennsylvania. 

EpwarD G. WILLIAMS 
American Type Founders Sales Corpora- 
tion, Jersey City, New Jersey. 


Harvester Company, 


San Fran- 





Patterson, Teele & Dennis _ 





ACCOUNTANTS, AUDITORS 
AND 


TAX COUNSELLORS 





New York 


Other Cities 





Boston 


Representatives 


Canada 


Washington 


England 











The Controller, December, 1934 














Preserve Your Copies 
of THE CONTROLLER 


Many readers of The Controller have indicated that they wish to save the 
issues of The Controller which were published in 1934, for reference and study. 

Two methods are offered by which the ten copies of The Controller which 
were published in 1934 may be preserved. 

One plan is to have the copies of the magazine bound in book form. 

A second plan is to use a loose-leaf binder with stiff cover. 

THE CONTROLLERS INSTITUTE OF AMERICA Offers these bargains to read- 


ers of The Controller: 


1. SEND THE TEN ISSUES OF THE Con- 
TROLLER to be bound in book form, at a 
cost of $2.00. 


They will be bound in black cloth for your library 
in a volume of attractive appearance. The words ‘The 
Controller—1934” will appear on the backbone of the 
volume and also on the front cover. 

To avail yourself of this offer, you should have the 
complete set of ten issues. If you do not possess all 
the numbers, back numbers (except the May, 1934, issue) 
may be supplied from this office at the regular price of 
50 cents a copy. 

Because of the demand for the May, 1934, issue, it is 
now out of print and cannot be supplied. If a sufficient 
demand for copies of the May, 1934, issue is developed 
a reprint may be ordered. 

Orders for binding the 1934 issues must be in hand 
not later than January 31, 1935, in order to avail your- 
self of this offer. 

Use the blank below in ordering. 





ORDER BLANK 


Controllers Institute of America, 
One East Forty-Second Street, 
New York City. 

I wish to have my copies of the 1934 numbers of THE Con- 
TROLLER bound in book form, in accordance with your offer of 
$2.00. My ten copies have been sent to you under separate cover. 

Note: If you are lacking any of the numbers, indicate here 
what issues you desire (except May, 1934) at 50c a copy: 


Enclosed find my check in the amount of dollars 
to cover the cost of binding and the cost of extra copies. 


Signature 


Address 














2. ORDER A LOOSE-LEAF BINDER, at a 
cost of $2.00. 


These binders are stiff ici They are known as 
Multi-Magazine binders. They enable the reader to 
consult any issue without removing it from the binder, 
and, at the same time, any issue may be removed easily 
if desired. 

These binders are for use on library shelves. 

Use the order blank below if one of these binders is 
desired at a cost of $2.00, with the name ‘The Controller 


—1934” stamped on the backbone and on the cover. 





ORDER BLANK 


PO <diceadexamances peas 

Controllers Institute of America, 
One East Forty-Second Street, 
New York City. 

Please send me one Multi-Magazine binder for my 1934 is- 
sues of THE CONTROLLER. 

Note: If you are lacking any of the numbers, indicate here 
what issues you desire (except May, 1934) at 50c a copy: 


I am enclosing my check in the amount of dollars 
to cover the cost of the binder and the cost of extra copies. 


Signature 











Controllers Institute of America 


ONE EAST FORTY-SECOND STREET 


NEW YORK CITY 


























Spend a Gay Xmas and New Years 


at the new and beautiful 


CASINO MONTCLAIR 


Unusual entertainment features, including 
FELIX FERDINANDO AND HIS ORCHESTRA 
® 
The Keyhole Bar and Tony Sarg Murals in 
Cafe Montclair Provide Jovial Setting for the 


COCKTAIL DANSANT 
No Cover Charge at Any Time. Dinner or Supper HOTEL MONTCLAIR 


$1.50. Saturdays $2.00. Luncheon 75c. Reser- ; Q : oe 
° : Ph W k h 2-1200.A k fo F d. Lexington venue, at 49th Street, - 
viene one Wickersham . sila In the New Smart Center of New York City 


800 OUTSIDE ROOMS, ALL WITH BATH, SHOWER & RADIO - SINGLE $3.00 - DOUBLE $3.50- $4.00 








1933 YEAR BOOK 


CONTROLLERS INSTITUTE 
OF AMERICA 
Available to Non-Members at $2.00 a Copy 





Contains Reports of Discussions at Annual Meeting of 1933; 
Historical Matter Concerning Beginnings of Institute; Descrip- 
tion of Current Activities of Institute; List of Institute Publica- 
tions; Membership Roll; and Other Interesting Features. 


Copies of 1932 Year Book Available at Same Price 


Valuable Reading for Any Controller 
The 1934 Year Book will appear shortly after January 1, 1935 


CONTROLLERS INSTITUTE OF AMERICA 
One East Forty-second Street New York City 





























Best Book Yet on the Subject—SYSTEM 








How To Budget for Profit 


By FLOYD H. ROWLAND 


Member of Controllers Institute of America 


A methods manual on how to make master budgets, 
arrive at standard costs of manufacture and sale, and con- 
trol operations by improved budget procedure. Recom- 


mended by all the leading business publications: 


BARRON’S WEEKLY: 

“The importance of budgeting makes this study of practical budgeting proced- 
ure a useful book to corporation treasurers, controllers and accountants, and 
to general executives who are interested in the use of budgeting as a means 
of controlling costs and insuring profitable operations.” 








THE CONTROLLER: 
“After going at length into other salient matters, the author carefully and 
painstakingly leads the reader through the steps to the preparation of the 
master budgets, both operating and financial, and a forecasted balance sheet.” 


FACTORY MANAGEMENT AND MAINTENANCE: 
“Of practical value to treasurers, controllers and accountants; likewise to 


factory executives.” 


THE AMERICAN ACCOUNTANT: 


“Meets a very real and immediate need on the part of business executives.” 


Price $4.00 





HARPER & BROTHERS : PUBLISHERS 





ConTROLLERS INSTITUTE OF AMERICA : One East Forty-Second St., New York City 
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